REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON BA-PHALABORWA LOCAL MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Ba- 
Phalaborwa Local Municipality, which comprise the statement of financial position 
as at 30 June 2011, and the statement of financial performance, statement of 
changes in net assets and cash flow statement for the year then ended, a summary 
of significant accounting policies and other explanatory information, and the 
accounting officer’s report as set out on pages XX to XX 

Accounting officer’s responsibiiity for the financiai statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of 
the Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 
2003)(MFMA), and for such internal control as management determines necessary 
to enable the preparation of financial statements that are free from material 
misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa and section 4 of the 
Public Audit Act of South Africa, my responsibility is to express an opinion on the 
financial statements based on conducting the audit in accordance with the 
International Standards on Auditing and General notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010. Because of the matters 
described in the Basis for disclaimer of opinion paragraphs, however, I was unable 
to obtain sufficient appropriate audit evidence to provide a basis for an audit 
opinion. 

Basis for disclaimer of opinion 

Property, piant and equipment 

4. I was unable to verify the completeness of immovable tangible capital assets, 
stated at R898 200 150 (2010; R920 636 249) in the financial statements as I 
identified a significant number of tangible capital assets that were not included in 
the municipality’s accounting records and financial statements. The entity’s records 
did not permit the application of alternative audit procedures regarding the 
completeness of immovable tangible capital assets. 

5. Standards of Generally Recognised Accounting Practice, GRAP 3 Accounting 
policies, changes in accounting estimates and errors states that in applying 
paragraph 42, an entity shall disclose the nature of the prior period error; for each 
prior period presented, to the extent practicable, the amount of the correction for 
each financial statement line item affected and the amount of the correction at the 
beginning of the earliest prior period presented. The municipality did not disclose 
the correction of error note relating to a prior year adjustment amounting to 


R 670 381 972 to property, plant and equipment as per the requirements of GRAP 
3. 

6. I was unable to verify the existence of movable and immovable tangible capital 
assets, stated at R898 200 150 (2010; R920 636 249) in the financial statements 
as movable and immovable tangible capital assets amounting to R5 300 178 could 
not be physically verified during the asset verification. The entity’s records did not 
permit the application of alternative audit procedures regarding the existence of 
movable and immovable tangible capital assets. 

7. The property, plant and equipment balance of R898 200 150 (2010: R920 636 
249), as disclosed in note 6 to the annual financial statements, does not agree to 
the balance of R994 859 555 per the fixed asset register. The entity did not 
reconcile the difference of R96 659 404 between the financial statements and the 
underlying accounting records. Consequently, I was unable to obtain sufficient 
appropriate audit evidence to satisfy myself as to the completeness and valuation 
of the property, plant and equipment amounting R898 200 150. 

8. I was unable to verify the occurrence and accuracy of adjustments amounting to 
R2 688 977 that was processed against the comparative amounts for property 
plant and equipment. The entity could not provide sufficient appropriate audit 
evidence to support the adjustments. Consequently, I did not obtain sufficient 
appropriate audit evidence to satisfy myself as to the correctness of adjustment 
made to the opening balance of property, plant and equipment. 

9. The municipality did not revalue the infrastructure assets (roads) on the adoption of 
the Standard of GRAP in the 2008-2009 financial year as required by directive 7. 
The municipality only recognised the infrastructure assets using the Standard of 
GRAP in the 2009-2010 financial year. Because of the nature of these assets, I 
was unable to confirm or verify by alternative means the value of infrastructure 
assets included in the financial statements. Consequently, I did not obtain sufficient 
appropriate audit evidence to satisfy myself as to the valuation of infrastructure 
assets. 

10. Infrastructure assets amounting to R326 318 203 and other assets amounting to R 
21 805 489 are disclosed as being carried at revalued amounts in note 6 to the 
financial statements. This is contrary to the municipality’s accounting policy which 
states that these assets are carried at cost less accumulated depreciation. 

Because of the nature of these assets, I was unable to determine the effect on the 
other account balances contained in the financial statements 

Investment property 

1 1 . Standards of Generally Recognised Accounting Practice, GRAP 16, Investment 
property, requires property held to earn rentals or for capital appreciation to be 
recognised as investment property. A significant number of stands belonging to the 
municipality were incorrectly recognised as property, plant and equipment instead 
of investment property. I was unable to verify or confirm by alternative means the 
classification of the stands between property, plant and equipment and investment 
property. Because of the nature of these assets, I was unable to determine the 
effect on the property, plant and equipment and investment property contained in 
the financial statements 


Long term debtors 

12. I was unable to confirm the valuation of long term debtors stated at R31 679 904 in 
note 8 to the financial statements, due to the fact that a provision for impairment of 
this balance was not made. The municipality’s records did not permit the 
application of alternative audit procedures Consequently, I did not obtain sufficient 
appropriate audit evidence to satisfy myself as to the valuation pertaining to long 
term debtors. 

Trade and other receivables 

13. The accounts receivable balance of R135 142 912 as disclosed in note 3 to the 
financial statements, does not agree to the balance of R153 304 936 per the 
general ledger. The entity did not reconcile the difference of R18 162 024 between 
the financial statements and the underlying accounting records. Consequently, the 
accounts receivable balance is understated by R18 162 024. I was unable to 
determine the effect on the other account balances contained in the financial 
statements 

14. Included in accounts receivable amounting to R42 726 608 as disclosed in note 3 
to the financial statements is an amount of R3 399 557, the recovery of which is 
doubtful, based on the past payment history of the specific debtors. A provision for 
impairment of this balance was not made. Had a provision for impairment been 
recognised, accounts receivable would have been stated, and the surplus for the 
period and accumulated surpluses would have been reduced by R3 399 557. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy 
myself as to the existence, completeness, valuation and allocation of and rights 
pertaining to trade and other receivables. The municipality’s records did not permit 
the application of alternative audit procedures 

15. A receivable from another municipality amounting to R35 456 928 is disclosed in 
note 3 to the financial statement. The confirmation received from the municipality 
reflects a payable of R 169 674 927. The municipality was unable to reconcile the 
difference of R 134 217 999 between these two balances. Consequently, I was 
unable to obtain sufficient appropriate audit evidence to satisfy myself as to the 
valuation and completeness of receivables amounting to R35 456 928. 

Accruals 

16. There was no system of control over accruals on which I could rely for the purpose 
of my audit, and there were no satisfactory audit procedures that I could perform to 
obtain assurance that all accruals were properly recorded. Consequently, I was 
unable to obtain sufficient appropriate audit evidence to satisfy myself as to the 
completeness of accruals of R7 838 853 stated in note 1 1 of the annual financial 
statements. 

Expenditure 

17. The municipality could not provide sufficient appropriate audit evidence to support 
a negative amount of R7 104 099 included in general expenses as disclosed in 
note 33 to the financial statements. There were no satisfactory alternative audit 
procedures that I could perform to obtain reasonable assurance as to the accuracy 
and occurrence of this amount. Consequently, I did not obtain sufficient appropriate 
audit evidence to satisfy myself as to the occurrence and accuracy of general 
expenses of R7 104 099. 


18. The municipality could not provide sufficient appropriate audit evidence to support 
transactions amounting to R1 130 381 to goods and services included in general 
expenditure as disclosed in note 33 to the financial statements. There were no 
satisfactory alternative audit procedures that I could perform to obtain reasonable 
assurance that all goods and services were properly recorded. Consequently, I did 
not obtain sufficient appropriate audit evidence to satisfy myself as to the 
occurrence and classification of goods and services of R1 130 381 . 

Trade and other payable 

19. Included in the trade and other payables balance of 24 159 574 as disclosed in 
note 11 to the financial statements is an unknown deposit amounting to R1 226 
107. The municipality’s records did not permit the application of alternative audit 
procedures regarding the clearing account for unknown deposits. Consequently, I 
did not obtain sufficient appropriate audit evidence to satisfy myself as to the 
existence, completeness, valuation and allocation of and obligations pertaining to 
the accounts payable clearing account balance of R1 226 107. 

Irregular expenditure 

20. Section 125(2)(d) of the MFMA requires a municipality to disclose particulars of any 
material losses and material irregular, fruitless and wasteful and unauthorised 
expenditure that occurred during the financial year and whether these are 
recoverable. Expenditure amounting to R39 849 307 were incurred in contravention 
of the supply chain management requirements and the Preferential Procurement 
Policy Framework Act. The amount was not disclosed in the financial statements 
resulting in irregular expenditure being understated by R39 849 307. 

Cash and cash equivalents 

21 . Contrary to section 63 (2)(c) of the MFMA, the municipality did not maintain a 
system of internal control over cash and cash equivalents. Significant unreconciled 
differences amounting to R2 576 767 have been noted between the general ledger 
and bank reconciliations. Furthermore, returned cheques accepted from 
consumers were not debited to the individual debtor's account in the accounting 
records. The municipality could not provide sufficient appropriate audit evidence to 
support transactions amounting to R2 228 652 for returned cheques written back 
in the cash book. 

Consequently, I did not obtain sufficient appropriate audit evidence to satisfy 
myself as to the completeness and valuation of cash and cash equivalents 
amounting to R12 453 069 as disclosed in note 5 to the financial statements. The 
municipality’s records did not permit the application of alternative audit procedures. 

Contingent liabilities 

22. Contrary to the requirements of section 125 (2)(c) of the MFMA, the municipality 
did not disclose particulars of all contingent liabilities recorded per the contingency 
register as at 30 June 201 1 . Contingent liabilities amounting to R1 249 709 have 
not been disclosed in the in note 44 to the financial statements. Consequently, I did 
not obtain sufficient appropriate audit evidence to satisfy myself as to the 
completeness, of contingent liabilities. 

Commitments 

23. No contract management system was in place for the identification and recognition 
of contracts and there were no satisfactory alternative audit procedures that I could 
perform to obtain reasonable assurance that all commitments were properly 
recorded. Consequently, I was unable to obtain sufficient appropriate audit 


evidence to satisfy myself as to the completeness of commitments of R1 659 467 
as stated in note 41 to the financial statements. 

Accumulated surplus 

24. The municipality disclosed prior year adjustments amounting to R56 453 760 in the 
statement of changes in net assets. I have identified an unreconciled difference 
amounting to R23 779 713 between the prior year error disclosed in the statement 
of changes in net assets and the details of the prior year adjustments as disclosed 
in note 35.5 to the financial statements. The differences identified could not be 
explained and appropriate evidence could not be provided to support adjustments 
made in the statement of changes in net assets amounting to R56 453 760. 
Consequently I was unable to determine the effect of the above differences on the 
comparative amounts disclosed in the financial statements. 

Reserves 

25. Standard of Generally Recognised Accounting Practice, GRAP 17 Property, Plant 
and Equipment states that after recognition an asset shall be carried at a revalued 
amount less any subsequent accumulated depreciation and subsequent 
accumulated impairment losses. Depreciation of revalued assets amounting to 

R 10 304 538 was not accounted for in the revaluation reserve as required by the 
stated accounting standard. I was unable to determine the effect on the other 
account balances contained in the financial statements 


Disclaimer of opinion 

26. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. Accordingly, I do not express an 
opinion on the financial statements. 

Emphasis of matters 

27. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Significant uncertainties 

28. With reference to note 44 to the financial statements, the municipality is the 
defendant in several lawsuits amounting to R1 249 709. The ultimate outcome of 
the matter cannot presently be determined, and no provision for any liability that 
may result has been made in the financial statements. 

Restatement of corresponding figures 

29. As disclosed in note 35 to the financial statements, the corresponding figures for 30 
June 2010 have been restated as a result of errors discovered and change in 
accounting policy during 201 1 in the financial statements of the municipality at, and 
for the year ended, 30 June 2010. 

Material losses 

30. The municipality suffered a significant loss of R17 736 774 units of electricity 
amounting to R6 639 140 during the financial year, as disclosed in note 40.8 to the 
financial statements 


Additional matter 


31 . I draw attention to the matter below. My opinion is not modified in respect of this 
matter: 

Unaudited supplementary schedules 

32. The supplementary information set out on pages XX to XX does not form part of 
the financial statements and is presented as additional information. I have not 
audited these schedules and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

33. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I include below my findings on 
the annual performance report as set out on pages xx to xx and material non- 
compliance with laws and regulations applicable to the entity. 

Predetermined objectives 

Presentation of information 

34. The reported performance against predetermined objectives was deficient in 
respect of the following criteria: 

• Performance against predetermined objectives was reported not using the 
National Treasury guidelines. 

35. The following audit findings relate to the above criteria: 

• Adequate explanations for major variances between the planned and the actual 
reported targets were not provided, as required in terms of the relevant reporting 
guidance. In total 27% of the reported targets with major variances were not 
explained. 

Usefulness of information 

36. The reported performance information was deficient in respect of the following 
criteria: 

• Consistency: The reported objectives, indicators and targets are not consistent 
with the approved integrated development plan. 

• Relevance: There is no clear and logical link between the objectives, outcomes, 
outputs, indicators and performance targets. 

• Measurability: The indicators are not well defined, and targets are not specific, 
measurable, and time bound. 

37. The following audit findings relate to the above criteria: 

• For the selected objectives, 27% of the planned and reported indicators were not 
clear, as unambiguous data definitions were not available to allow for data to be 
collected consistently. 

• For the selected objectives, 88% of the planned and reported targets were not 
time-bound in specifying the time period or deadline for delivery. 

• For the selected objectives, 23% of the planned and reported targets were not 
measurable in identifying the required performance. 

• For the selected objectives, 27% of the planned and reported targets were not 
specific in clearly identifying the nature and the required level of performance 


Reliability of information 

38. The reported performance information was deficient in respect of the following 
criteria: 

• Validity: The reported performance did not occur and does not pertain to the 
entity. 

• Accuracy: The amounts, numbers and other data relating to reported actual 
performance have not been recorded and reported appropriately. 

• Completeness: All actual results and events that should have been recorded 
have not been included in the reported performance information. 

39. The following audit findings relate to the above criteria: 

• Sufficient appropriate evidence to support the reasons for major variances 
between the planned and the actual reported targets could not be obtained. 
Twenty seven percent of the reasons for major variances could not be verified. 

• For the selected objectives the validity, accuracy and completeness of 31 % of 
the reported targets could not be established as sufficient appropriate audit 
evidence could not be provided. 

Compliance with laws and regulations 

Procurement and contract management 

40. Goods and services with a transaction value of between RIO 000 and R200 000 
were procured without obtaining written price quotations from at least three 
different prospective providers as per the requirements of SCM regulation 17(a) 
and (c). 

41 . Invitations for competitive bidding were not always advertised for a required 
minimum period of days as per the requirements of SCM regulation 22(1 ) and 
22 ( 2 ). 

42. Awards were made to providers based on criteria that differed from those stipulated 
in the original bid documents and were not stipulated in the original bid documents 
as per the requirements of SCM regulation 21 (b) and/or 28(1 ). 

43. Awards were made to suppliers based on preference points that were not allocated 
and calculated in accordance with the requirements of the Preferential 
Procurement Policy Framework Act and its regulations. 

44. Awards were made to suppliers that did not score the highest points in the 
evaluation process as per the requirements of section 2(1 )(f) of Preferential 
Procurement Policy Framework Act. 

Annual financial statements, performance and annual report 

45. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Material 
misstatements identified by the auditors were not adequately corrected, which 
resulted in financial statements receiving a disclaimer audit opinion. 


Expenditure management 


46. The accounting officer did not take reasonable steps to prevent irregular 
expenditure and fruitless and wasteful expenditure, as required by section 62(1 )(d) 
of the MFMA. 

47. Money owing by the municipality was not always paid within 30 days of receiving 
an invoice or statement, as required by section 65(2)(e) of the MFMA. 

Audit committees 

48. The audit committee did not function as required by section 1 66 of the MFMA, in 
that the audit committee did not advise the council, the accounting officer and the 
management staff of the municipality on matters relating to internal financial control 
and internal audits, risk management, performance management, compliance with 
applicable legislation and performance evaluation. 

Internal audit 

49. Internal audit did not report to the audit committee on matters relating to 
compliance with the MFMA, the Division of Revenue Act and other applicable 
legislation as required by section 165(2)(b) of the MFMA. 

50. The internal audit did not function as required by section 1 65(2) of the MFMA in 
that, the internal audit unit did not function effectively and efficiently as required 
and the internal audit did not advise the accounting officer and report to the audit 
committee on matters relating to internal audit, internal controls, accounting 
procedures and practices and loss control. 

51 . The municipality did not develop and implement mechanisms, systems and 
processes for auditing the results of performance measurement as part of its 
internal audit processes as required by section 45(1 )(a) of the Municipal Systems 
Act and Municipal Planning and Performance Management Regulation 14. 

Revenue management 

52. The accounting officer did not take all reasonable steps to ensure that the 
municipality had and maintained a management, accounting and information 
system which recognised revenue when it is earned and accounted for receipts of 
revenue, as required by section 64(2)(e) of the MFMA. 

Asset management 

53. The accounting officer did not take all reasonable steps to ensure that the 
municipality had and maintained a management, accounting and information 
system which accounts for the assets of the municipality as required by section 
63(2)(a) of the MFMA. 


INTERNAL CONTROL 

54. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010 , 1 considered internal control 
relevant to my audit, but not for the purpose of expressing an opinion on the 
effectiveness of internal control. The matters reported below are limited to the 
significant deficiencies that resulted in the basis for disclaimer of opinion, the 
findings on the annual performance report and the findings on compliance with 
laws and regulations included in this report. 


Leadership 

55. The accounting officer does not regularly monitor compliance by management with 
laws, regulations and internally designed policies and procedures. As a result, 
significant non-compliance issues were noted. In addition, senior management is 
not appraised on their effectiveness in implementing and maintaining internal 
controls in their divisions to ensure compliance. 

56. The management of the municipality did not monitor the effectiveness of the audit 
committee. The Accounting officer did not review the supply chain management 
processes of the municipality which led to the municipality incurring irregular 
expenditure. 

Financial and performance management 

57. The financial statements and other information to be included in the annual report 
are not reviewed for completeness and accuracy prior to submission for audit by 
the chief financial officer. 

58. Adequate systems, manual or automated controls are not designed or 
implemented to ensure that the transactions have occurred, are authorised, and 
are completely and accurately processed pertaining to the accounting system. 

59. The reported objectives, indicators and targets are not consistent with the 
approved annual performance plan. Performance reports are not reviewed. 

60. The CFO did not ensure that amounts disclosed in the financial statements agree 
to supporting schedules and documents Compliance with the accounting standards 
were not reviewed. 

61 . The work performed by consultants on the assets register and the calculation for 
the provision of doubtful debts was not reviewed by the CFO. 

62. The municipality used consultants for preparation of financial statements due to 
lack of technical expertise. No reduction of material misstatements occurred and no 
skills transfers were made. 

Governance 

63. Internal controls are not selected and developed to prevent, detect and correct 
material misstatements in financial statements and reporting on predetermined 
objectives. 

64. The audit committee did not provide oversight over the effectiveness of the internal 
control environment, including financial and performance reporting and compliance 
with laws and regulations. 

65. The municipality’s internal audit did not develop and implement mechanisms, 
systems and processes for auditing the results of performance measurement as 
part of its internal audit processes 


Polokwane 
30 November 2011 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 


